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According to a report released on April 9 by the International Monetary Fund (IMF), only modest
growth is likely in industrial countries through 1988. This projection suggests slow growth in
developing nations' economic output, and little progress in reducing trade imbalances. In its report
titled, "World Economic Outlook," the IMF staff predicts that for industrial countries as a whole,
output growth is expected to average 2.3% in 1987 slightly less than the 2.4% registered last year ,
and 2.8% in 1988. For developing nations, the projected average growth rate in 1987 is about 3%.
Although supportive of the exchange rate stabilization goal and international policy coordination
arising from the Louvre Accord among major industrial nations reached in Paris on February
22, the IMF report indicated that at least intitially, external imbalances have sharply widened in
dollar terms. The report emphasized that macroeconomic policy coordination is crucial if price
changes resulting from exchange rate movements are to be effective in reducing external deficits
and surpluses.
Next, the IMF acknowledged that modifications in exchange rates over the past few months have
begun to affect real trade flows. However, the full adjustment in trade is expected to take more
than the normal three years to complete, in part because of increased competition from developing
countries and continued slow growth on a global scale. Moreover, for the IMF analysts, even after
the full effect of currency changes is complete, it will be inadequte toward eliminating current trade
imbalances.
The IMF projects real growth in West Germany declining from 2.4% in 1986 to 1.9% this year, and
then rising to 2.0% in 1988. Japanese growth is expected to increase from 2.5% in 1986 to 2.7% this
year. While suggesting that the projected levels of economic growth in West Germany and Japan
will not provide for significant reduction in external imbalances for the US and other nations, the
IMF report also stressed the need for the US to make substantial progress in reducing its budget
deficit. Failure to proceed in this direction, said the Fund, should lead to a rise in interest rates, a
further increase in budget deficits, and a rise in the real effective exchange rate for the dollar that
would inhibit progress in reducing the trade deficit, and lead to exchange market instability.
The IMF report's policy prescription for debtor nations is further adjustments that would allow
interest rates and exchange rates to reflect market conditions, thus mobilizing savings and
discouraging capital flight. The Fund, however, recognizes that in certain countries the sheer size
of the existing foreign debt has been a major impediment to any hope of increasing domestic
investment. In these cases, the IMF calls for increased flows and better coordination of concessional
financing and technical assistance from the donor countries and multilateral development banks,
further restructuring of existing debt on viable terms from commercial banks, and increased
bilateral financial assistance.
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